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OF  A SPECIAL  COMMITTEE,  APPOINTED  MAY  19TH,  1884, 
TO  THE  NEW  YORK  CLEARING  HOUSE  ASSOCIATION. 


The  undersigned  committee  appointed  by  resolution  of  this  Asso- 
ciation, passed  May  7th,  1884,  “to  consider  the  failure  of  the  Marine 
National  Bank,  with  reference  to  the  claim  made  by  the  First  National 
Bank,  for  checks  drawn  upon  it  and  sent  through  the  exchanges  to 
that  bank,  and  to  report  to  the  Association  such  Amendments  to  the 
Constitution,  if  any;  as  they  may  consider  necessary  to  protect  the 
members  of  the  Association  from  loss  in  similar  cases.” 

Respectfully  report: — That,  as  they  understand  the  facts,  out  of 
which  the  claim  of  the  First  National  Bank  arises,  they  are  as  follows: 

On  the  6th  of  May  instant,  the  Marine  National  Bank  enclosed  in 
the  usual  manner,  in  a sealed  envelope,  marked  with  the  aggregate 
amount,  containing  items  constituting  its  claims . upon  the  First 
National  Bank  for  exchange  through  the  Clearing  House,  three  checks 
drawn  by  Ferdinand  Ward  upon  the  said  First  National  Bank,  amount- 
ing together  to  two  hundred  and  fifteen  thousand  dollars,  ($215,000); 
Ferdinand  Ward  had  a balance  to  his  credit  in  that  Bank  of  two 
thousand  two  hundred  and  thirteen  dollars  and  ninety-eight  cents 
($2,213.98)  and  no  more,  when  these  checks  were  drawn,  and  that 
balance  has  remained  unchanged. 

In  making  up  the  amounts  of  the  exchanges  between  the  banks  on 
that  morning,  in  compliance  with  sections  12  and  13  of  the  Constitution 
of  the  Clearing  House  Association,  the  Marine  National  Bank  received 
the  benefit  of  the  amount  of  the  checks  ($215,000)  so  enclosed,  and  that 
sum  was,  on  the  other  hand,  included  in  the  exchanges  against  the 
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First  National  Bank.  After  the  exchanges  among  all  the  banks 
composing  the  Association,  of  the  various  packages  constituting  claims 
against  each  other  on  that  occasion  had  been  completed,  there  was 
found  and  declared  by  the  manager  to  be  resulting  a balance  due  to 
the  Associated  Banks  by  the  Marine  National  Bank  of  five  hundred 
and  fifty  thousand  dollars  ($550,000). 

According  to  Section  12,  this  balance  was  payable  between  the 
hours  of  12.30  and  1.30  o’clock  of  that  day,  and  it  was  paid.  We 
do  not  consider  it  of  importance  by  the  requirements  of  the  Constitu- 
tion whether  the  Marine  National  Bank  at  that  time  was  solvent  or 
insolvent,  nor  in  what  manner  that  bank  raised  the  money  to  pay  its 
balance. 

After  the  balance  of  $550,000  had  been  paid,  the  First  National 
Bank  discovered  that  the  checks  for  $215,000,  drawn  on  itself  were 
not  good,  and  it  so  informed  the  Clearing  House,  claiming  at  the 
same  time  to  be  reimbursed  under  Section  13,  by  those  banks  who, 
on  that  day,  had  resulting  balances  against  the  Marine  National 
Bank,  or  by  the  Clearing  House  Association  itself.  That  Section 
reads  as  follows  : 

“Should  any  one  of  the  Associated  Banks  fail  to  appear  at  the 
“Clearing  House  at  the  proper  hour  prepared  to  pay  the  balance 
“against  it,  the  amount  of  that  balance  shall  be  immediately  furnished 
“to  the  Clearing  House  by  tlie  several  banks  exchanging  at  that 
“establishment  with  the  defaulting  bank,  in  proportion  to  their 
“respective  balances  against  that  bank,  resulting  from  the  exchanges 
“of  the  day;  and  the  Manager  shall  make  requisition  accordingly,  so 
“that  the  general  settlement  may  be  accomplished  with  as  little  delay  as 
“possible.  The  respective  amounts  so  furnished  the  Clearing  House 
“on  account  of  the  defaulting  bank  will,  of  course,  constitute  claims 
“on  tlie  part  of  the  several  responding  banks  against  that  bank;  but, 
“as  before  stated,  the  Association  shall  in  no  wise  be  responsible 
'''‘therefor.” 

After  mature  deliberation  upon  the  subject,  your  Committee  are 
clearly  of  the  opinion  that  the  First  National  Bank  has  no  such 
claim,  and  for  the  following  reasons  : 
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This  Association  is  simply  a voluntary  one  for  the  purpose  of 
^ providing  a convenient  place  for  effecting  the  exchanges  between 
the  several  members  thus  associated,  whereby  much  time  and  labor 
are  obviously  saved.  Throughout  the  Constitution  it  is  frequently 
cy  and  carefully  repeated,  that  the  Association  “shall  in  no  wise  be 
responsible  in  regard  to  such  exchanges,  nor  in  regard  to  the 
balances  resulting  therefrom,  except  so  far  as  such  balances  shall  be 
actually  paid  into  the  hands  of  the  Manager and  by  section  14,  it 
is  especially  provided,  that  “errors  in  the  exchanges,  and  claims 
“arising  from  the  return  of  checks,  or  from  any  other  cause,  are  to 
be  adjusted  directly  between  the  banks  who  are  parties  to  them, 
‘‘and  not  through  the  Clearing  House,  the  Association  being  in  no 
“way  responsible  in  respect  to  them.” 

It  is  a well-known  usage  among  the  associates,  that  they  each 
receive  on  deposit,  checks,  drafts  and  notes,  payable  by  each  other, 
which  they  retain  without  presentation,  except  through  the 
exchanges  at  the  Clearing  House,  relying  upon  section  14,  to  correct 
“errors”  and  to  enforce  “claims  arising  from  the  return  of  checks^ 
or  from  any  other  cause,”  and  that  section  expressly  provides,  that 
all  such  errors  and  claims  “are  to  be  adjusted  directly  between  the 
banks  who  are  parties  to  them,  and  not  through  the  Clearing  House, 
the  Association  being  in  no  way  responsible  in  respect  to  them.  In 
fact  the  custom  of  adding  to  the  exchanges  all  checks  received  by 
the  morning  mail,  is  now  almost  universally  adopted  to  secure  an 
early  collection  and  report  respecting  their  validity. 

It  is  as  well  known  as  it  is  obvious,  that  in  ascertaining  the  bal- 
ances between  banks  under  Sections  12  and  13,  the  checks  held  by 
, one  institution  upon  another  are  passed  through  the  Clearing  House 
in  packages,  whose  value  and  contents  are  there  unknown.  They 
are  necessarily  assumed  to  be  all  good  for  the  purpose  of  “accom- 
plishing the  general  settlement  with  as  little  delay  as  possible,”  each 
bank,  for  this  purpose,  and  for  all  the  purposes  of  the  exchanges, 
accepting  balances  thus  ascertained^  relying  upon  Section  14  already 
cited,  to  correct  errors  and  to  enforce  the  claims  therein  specified 
“to  be  adjusted  directly  between  the  banks  who  are  parties  to  them, 
and  not  through  the  Clearing  House.”  It  therefore  follows  that  the 
balance  spoken  of  in  Section  13  is  the  balance  just  referred  to,  and 
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not  any  balance  afterwards  ascertained  by  the  adjustment  of  errors 
and  “claims  arising  from  the  return  of  checks  or  any  other  cause,” 
which  are  provided  for  by  Section  14. 

When,  therefore,  the  balance  of  !$55o,ooo,  ascertained  in  the  usual 
way  against  the  Marine  National  Bank  was  paid,  all  the  exchanges 
and  transactions  between  that  Bank  and  the  First  National  Bank, 
far  as  the  Clearing  House  was  concerned,  had  terminated. 

Its  power  was  exhausted,  and  all  the  authority  and  jurisdiction  of 
the  Association  over  the  subject  given  by  the  Constitution  had  ended  ; 
tliose  banks  were  remitted  to,  and  could  only  rely  upon  the  remedies 
given  to  them  by  Section  14  above  quoted. 

Were  this  not  so,  in  every  case  in  which  a check  upon  itself  was 
received  by  any  bank  in  the  exchanges,  it  might  be  returned  to  the 
Clearing  House  after  the  exchanges  were  made,  and  after  all  bal- 
ances'were  paid,  and  a claim  might  be  made  similar  to  that  under 
consideration  directly  in  violation  of  Rule  14,  and  indeed,  that  rule 
would  be  thereby  virtually  repealed. 

In  passing  upon  this  claim  of  the  Fhrst  National  Bank,  your  Com- 
mittee conceive  that  they  have  nothing  to  do  with  the  real  hardship 
of  the  case,  which  they  deeply  regret.  As  between  the  two  banks 
it  is  so  flagrantly  unjust,  that  they  believe  it  impossible  for  the 
Courts  to  permit  money  thus  fraudulently  abstracted  from  the  First 
National  Bank  to  be  divided  among  creditors  of  the  Marine  National 
Bank. 

The  duty  of  the  Committee  is  simply  to  ascertain  the  rights  of  the 
respective  parties  as  they  exist  under  the  present  rules  of  the 
Association. 

In  reference  to  the  Amendment  of  the  Constitution  to  cover  any 
similar  case,  should  one  hereafter  arise,  your  Committee  recommend 
the  following,  viz.  Add  to  section  15  as  follows  : “ In  case  of  the 
refusal  or  inability  of  any  bank  to  promptly  refund  to  the  bank 
presenting  such  checks,  drafts  or  other  items,  returned  as  not  good, 
the  bank  holding  them  may  report  to  the  Manager  the  amount  of 
the  same.  And  it  shall  be  the  Manager’s  duty,  with  the  approval 
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of  the  Clearing  House  Committee,  to  take  from  the  settling  sheet  of 
both  banks  the  amount  of  such  checks,  drafts  or  other  items  so 
reported,  and  to  readjust  the  Clearing  House  statement  and  declare 
the  correct  balance  in  conformity  with  the  change  so  made,  provided 
that  such  report  shall  be  given  to  the  Manager  before  one  o’clock  of 
the  same  day.” 

Add  to  section  8,  as  follows;  “The  Clearing  House  Committee  is 
also  empowered,  whenever  it  shall  consider  it  for  the  interest  of  the 
Association,  to  examine  any  bank  member  of  the  Association,  and 
to  require  from  any  member  securities  of  such  an  amount  and 
character,  as  said  Committee  may  deem  sufficient  for  the  protection 
of  the  balances  resulting  from  the  exchanges  at  the  Clearing  House.” 

.'Ml  of  which  is  respectfully  submitted. 


F.  D.  T.\ppen, 

J.  D.  Vermilye, 
Geo.  S.  Coe, 

Jas.  T.  W’oodwaku, 


Committee. 


